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Ne a 
COLUMBUS, 


If | am incorrect, T trust that you will 


OHIO 


set me right: in case of a “secondary dis 
tribution” of listed securities in the market 
Stock 


which make the offering commit them 


outside the Kxchange, the firms 
selves to pay the owner a specified price 
the transaction is a form of underwriting, 
in other words: whereas in a “special 
offering” the brokers who participate are 
solely agents of the person desiring to sell a 
bloc k ol shares and make no commitment. 
(The dese riptions by the writer are, exce pt 
for slight details, essentially correct.) 
\ssuming that | am not off the mark, it 
would seem that “secondaries” tend to urge 
business away trom the Stock Exchange, 


“specials” supply a way tor mem 


while 
le rs to 1gno;re thei OWN COMMISSION rules. 
Both methods ol selling securities tend to 


| 


Weanen the fundamental character ol the 


Exchange as an auction market. 


me. &.% 
biter Not | sures t vulat \ 
tability. w ized by the Stock | mn 
in 1 1 1 t In\ I W ust 

qui 1 (dl l tad i 

tun 4 \W i lon ‘ 

WU ISSL i to ( t] thle 
ean t t. Itt ry tind a 
under ad uct ‘ tl | 

irketed at cuon 1 ont'e 
1 ind \ tlerin t ( ‘ 


NEW YORK CITY 
Both in appearance and contents, T111 
Excuance for May was a great satisfaction 
to persons who like to review New York's 
history. My tather’s stories of tall) masts 


practically surrounding lower New York 


in the 1850's gave me my first impressions 
ol bustling lite, active trade, the odors ot 
strange imports from distant continents, 
as well as the city’s importance in the 
world. “To be reawakened to knowledge 
that in that decade the Stock Exchange 
was already fairly old, as institutional agi 
goes in this country, brought a genuine 
thrill. May the next 150 years see the Stock 
Exchange’s share a valuable one in recon 


structing a mangled world! 


S:. Bi. 
Editor's Not Vhank vou, Mr. S. K.. for this 
word of a cation. It may be that others who 
ve not n ‘Tin EXcHANGE’s) sesquicentennial 
Issu would like to recen a copy. Som extra 
ies Were printed and are available at 10) cents 
20) Broad Street. Room 1002, New York 
Cit Tint ENcHtANe tin 
BALTIMORE, MD. 


The trming of stock purchases. strikes 
me as a sounder approach to equity invest 
ments than any other. The “times-carn 
ings” ratio which your magazine detailed 
in April on page 13 reflects too many con 
ditions which are changing almost daily 

besides such a ratio is, of itself, mighty 
transient. It can hardly mean anything ot 
a permanent nature, considering prices and 
vields, until we are in a position to mea 
sure the etlect that maximum corporate 
taxation during the war may have upon 
earnings. When this factor can be studied, 
the time should be ripe for investment for 
the “long pull.” [ take some pride in being 
a fair judge of timed investments, as in my 
possession are General Electric shares 
bought at less than 9, and du Pont at less 
than 34 in the deep depression ot 1932. 


B.Ed. 


OAKLAND, CALIF. 


At some level, or at least in some area, 
of so long a down-swing as stocks have ex 
perienced, they will practically ask a per 
son to buy them. Maybe it is right now. 
For a couple of weeks (the letter was 
dated May 25) what may safely be labeled 
“peace stocks’—commercial credit issues 
among others—have been working against 
the ude. While nobody should be thinking 
about much of anything except means to 
win the war, still opportunities for invest 
ment need not be abandoned in one’s 
plans. The Exchange’s stock list should be 
receiving more attention than it has been 
getting lately, both by brokers in their task 
of keeping customers informed, and by 
traders also. In my opinion the Exchange, 
itself, ought to issue more information to 


traders than your magazine prints. 


P. R., Jr. 


EAST ORANGE. N. J. 


\ lawn mower which is needed badly ts 
promised to me by a hardware dealer “as 
soon as two or three are delivered from the 
factory.” The dealer used to have a couple 
of dozen in stock at this season. What 
does a small personal inconvenience have 
to do with securities, you may inquire? 
Just that it stirs up thoughts that the short 
ages of today mean heavy manufacturing 
alter peace, and, perhaps, proportionat 
profits. Along with other persons, I im 
agine, | want to keep posted about stocks 
in the meantime, so keep my magazin 


coming. 
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AN ARGUMENT FOR INCREASED 


INVESTMENTS IN SECURITIES 





HE hasty exchange of money for 
common stocks of corporations 
with large physical property holdings 
for the purpose of “hedging” against 
“inflation” is one thing; the purchase 
of securities, including such equities, 
for deliberate investment and the own- 
ership of productive assets during the 
war and in the peace to come is some- 
thing quite different. The difference is 
worth considering. 

Statistics of current national income 
supply an impressive background for 
an over-all study of investments. Income 
payments to individuals in April, the 
most recent month for which Depart- 
ment of Commerce figures are avail- 
able, amounted to $8,784,000,000. The 
aggregate for March was nearly as high. 
The annual rate, based on these months, 
has risen to $105,000,000,000, or nearly 
$13,000,000,000 more than the total in 
i941. And the earnings of workers in 
war industries are still rising! 

From such sensational figures have 
price ceilings derived, with the intent 


of preventing the extravagant use of 


swollen incomes to bid up prices. Brains 
are being taxed to find ways to siphon 
off a great part of spendable incomes 


into additional taxes, forced savings, etc. 


A National Outlet 


Yet, amid all the economic antidotes 
which have been discussed publicly and 
privately for the thwarting of price in- 
flation, little attention has been paid to 
an obvious one. That is the general 
securities market, where the increment 
of unspent incomes which is not ab- 
sorbed by living costs, War Savings 


Bond purchases, taxes, debt reduction 


and ordinary savings, may 
be converted into the evi- 
dences of property and earn- 
ing power, 

If excess consumer in- 
comes were being directed 
toward securities, it could be 
expected that new financing 
by many corporations would be stimu- 
lated. An impulse imparted to the new 
issue market would act to remove from 
the Government (from the taxpayers, 
that is) the necessity of providing a part 
of the capital requirements essential to 
the expansion of industrial production 
in this war period. 

If excess incomes were also. being 
drawn toward the market for existing 
seasoned securities, the possessors of the 
incomes would be adding to their re 
sources for the uncertain future after 
peace comes. 


Investment in these fields is, of course, 





Direct personal Federal taxes 
Savings Bond sales: series D & E 


a 


Total consumer income 





DISPOSITION OF CONSUMER INCOME 


Consumer outlay for commodities and_ services 


Other savings plus State and local direct personal 


( Billions of Dollars) 

Ist Quarter Ist Quarter 
1941 1942 Increas 
$16.5 $17.8 $1.3 
, 0.8 1.9 i 
: 0.5 1.4 0).9 
2.6 4.0) 1.4 
$20.4 $25.1 $4.7 











at 


proceeding, but the scale of it seems 
unimpressive, as reflected by sluggish 


markets for both new and old securities. 


Income and Outlay 


Before examining some of the obvi- 
ous reasons why investment in corpo- 
far, 


creased noticeably, it 1s interesting to 


rate securities has not, thus in- 


look at income calculations and the 
ways in which income is being disposed 
of. The table on page 1 is compiled 
from Commerce Department records. 
The fourth line of the table indicates 
that, in the initial 1942 quarter, $4,000,- 
000,000 was credited to savings along 
with “State and local direct personal 
taxes,” additional to those comprised in 
purchases of War Savings Bonds. Proj- 
ected full 


over total of 


the 


year, a 


Twelve 


financial community met at noon on May 18 


thousand workers of New York's 


the Sub-Treasury in the year’s largest 


ACME & CUSHING 


$16,000,000,000 would stand in this cate- 
gory. Perhaps the sum will prove to be 
larger, inasmuch as war production is 
still gathering headway. 

Commerce Department comment 
notes, as a “rough estimate,” that not 
much more than 10 per cent of the first 
quarter's $4,000,000,000 is accounted for 
by “State and local taxes.” Applying 
the same rate to $16,000,000,000, the sum 
of $14,400,000,000 is left for the year 
after deducting the estimated amount 
devoted to taxes. 

The purchase of War Savings Bonds 
will, under a united - sales effort 
throughout the nation, expand substan- 
tially above the May rate of $600,000,000 
plus, with $1,000,000,000-a-month _ the 
goal. Should this average be obtained 


in the final seven months of 1942, the 













year would see approximately $9,000,- 
000,000 invested in Federal war securi- 
ties a tremendous demonstration 
of patriotism. 

Yet, were this goal reached, there 
would still remain this year the differ- 
ence between $14,400,000,000 and $y,- 
000,000,000, OF $5,400,000,000 of income, 
to be accounted for. 

In its published discussion of ways in 
which consumer income in the first 
1942 quarter was disposed of, the Com- 
merce Department says: 

“Of the remaining increment of in- 
(after direct personal Federal 


taxes and purchases of War Savings | 


come 


Bonds), approximately 50 per cent was 
saved and 50 per cent spent for goods 
and services.” 


On the basis of the $5,400,000,000 cal- 











downtown rally to promote the sale of United 









States War Savings Bonds. The Army, Navy 


and Marine Corps participated. 





The huge meeting was coincident with the 
Neu 


the 150th anniversary of its founding in 1792. 


York Stock Exchange's celebration of 


‘““Of Vital Importance’’ — 


“The members of the Exchange, like millions of their fel- 
low-citizens, find their normal business life affected by 
stresses and strains of worldwide character. Yet it is impor- 
tant that we do not permit these difficulties to disrupt our 
security markets unduly. The continuation of an orderly 
market will be of vital importance both during the war 
and during the period of readjustment that will follow. You 
have an opportunity for great service, and I am confident 
that in this you will not fail.’"—Franklin D. Roosevelt to 
Emil Schram on the occasion of the 150th anniversary of 
the New York Stock Exchange. 


The securities industry is determined not to fail in its 
opportunity for public service. More so than in the case 
of most industries, it has found its normal life affected by 
stresses and strains of worldwide character. But today it is 
turning whole-heartedly to the enormous task of helping 
the Government finance the war. Its present efforts, in the 
war emergency, constitute an example of the method and 
spirit in which it will continue to serve the country on the 
day when peace ultimately returns. 








Those in the securities industry have taken a large mea- 
sure of encouragement from the helpful character of the 
message from the President of the United States. 


culated above, this would mean $2,700,- 
000,000 for spending or other employ- 
ment of the money after providing for 
“savings” of an equal amount. What is 
meant by “savings?” Savings bank and 
savings association deposits would be in- 
cluded, also purchases of, or payment 
on, homes, as well as retirement of debt, 
the purchase of life insurance, and the 
acquisition of certain durable goods. 
The list could be broadened. It would 
include purchases of selected corporate 


stocks and bonds. 


Real "Excess Income” 

What about the other $2,700,000,000 
“earmarked” for spending under a war 
economy in which the supply of con- 
sumer goods is shrinking ... under an 
economy in which spending is publicly 
being discouraged? 


Theory could have it that, the Gov- 








ernment’s needs being huge, investment 
in Federal securities could be expanded 
so as to absorb much of this excess in- 
come. But desired subscriptions to War 
Savings Bonds—$1,000,000,000 a month 
for the remainder of 1942—have been 
included in this survey. 

There exists a logical channel into 
which a great part of the $2,700,000,000 
might be directed—the market for good 
corporate securities! 

The securities industry has done little 
to draw the attention of possessors of 
war-expanded incomes toward this mar- 
ket for a dominant reason: it has been 
reluctant to attract any part of the pub- 
lic’s attention away from the opportuni- 
ties and duties offered by Government 
financing. It has hesitated to act in 
ways Which might appear to forward 
its business interests during a national 


crisis. 


But in the light of the Government's 
own efforts to keep excess consumer 
earnings from disturbing the goods’ 
price structure, is there not room for 
work by the securities industry in di- 
recting such earnings toward selected 
corporate issues? Do not the unfore- 
seen needs of present workers after 
peace shall come warrant urging by the 
securities industry that selected corpo- 
rate issues be acquired with excess 


earnings? 





SIZE OF TRUST INCOMES 


M* Average Stockholder takes on 
a clearer identity as additional 
figures on securities ownership come to 
light. It has long been known that ap- 
proximately $2,300,000,000 market value 
of stocks are held in trusts administered 
by the nation’s trust institutions, and 
that these equities comprise about 31 
per cent of the total invested value of 
these trusts. But little was known of 
the distribution of these investments 
until last month when the Trust Divi- 
sion of the Ariiérican Bankers Associa- 
153,040 
trusts, managed by 1,047 banks and 


tion completed a survey of 


trust companies, in 696 towns and cities 
throughout the country. 

The results show that more than half 
of these trusts have an annual income of 
less than $1,200 each, while 76 per cent 
of the total number have an income of 
less than $3,000 each a year, 

The trusts are grouped by the amount 
of annual income in the table follow- 
ing: 

: No. of Per Cent 

Trusts of 
In Group Total 
. 74,989 48.7 

15,148 9.9 
» DA aT 17.9 

18,677 22 


Income Group 
Less than $750. 

$750 to $1,200 . 
$1,200 to $3,000 . 


$3,000 to $7,500 . 


$7,500 to $10,000 . . 5,503 3.6 
$10,000 to $25,000 . . 7,834 5.1 
More than$25,000 . . 3,954 26 


By States, the largest number of trusts 
were reported by New York, 39,424; 


Pennsylvania, 39,324; and Illinois, 9,700, 











| + yen this quotation have a familiar 
ring, interrupting war's alarms? 





Such comment would appear to be of 


recent origin, no longer Ago, Say, than 
the third week of May just the other 
day; yet it is taken from the Commer- 
clal and Financial Chronicle of October 
13, 1917! 

The date was exactly 25 weeks after 
the United States entered World War 
I. Approximately 25 weeks after Pearl 
Harbor a similar hope caused a wave of 
discussion throughout America, quickly 
to be discouraged by realistic Govern 
ment warnings and by the trend of 
military events. 

The action of certain corporate stocks, 
which reasonably may be considered as 
barometers of public thoughts about 


the possibility of a near-by peace, ap- 





peared to reflect the rumors for a time. 
The 


vidual “peace” stocks last month began 


fact was, however, that indi- 
to rise out of the rut of sluggish fluc- 
tuations ten days or so before peace talk 
was recorded by the newspapers! 

Is it logical to find significance in 
such a price movement? Is there room 
in price records early in a worldwide 
war to include long-range efforts by in- 
vestors to discount the coming of peace, 
whenever it shall arrive? Perhaps not, 
although interesting comparisons and 
parallels with current conditions may 


be found in the stock market history of 
World War l. 


Establishment of Price “Lows” 


A look at the dates when particular 
equities established their price “lows” 
in 1942, down to the present, affords 
Stocks 


mentioned in the tables that follow are 


food for thought. which are 
hand-picked for the purpose of covering 
a wide gamut of industrials whose earn- 
ings are either affected importantly by 
war orders in volume, or are not so 
affected directly, 

Fifty prominent issues are included 
in the study. 


STOCKS WHICH REACHED THEIR LOWS 
IN MARCH OR EARLIER 


"42 Lows "42 H 
Jorden Co. Mar. 31 Jan. 3 
Coca-Cola Mar. 24 June 9 
Com. Inv. Trust Jan. 2 June 8 
Elec. Auto Lite . Jan. 2 June 9 
Gen'l. Motors . Jan. 2 Mar. 25 
Goodrich Jan. 2 June 5 
Homestake Min. Mar. 21 Feb. 5 
U.S. Rubber . Mar. 6 June 8 


The foregoing stocks are at least 
moderately active in day-to-day transac- 
tions on the Stock Exchange. The lis: 
could be extended greatly if the entire 
All are 


widely known among investors; they 


roster were to be surveyed. 


have experienced a demand for two 
months or longer, during the impact of 
much bad news from the war fronts, 
which has been sufficient to absorb offer- 
ings without disturbing old low prices. 
In the phrase of the market place, “ac- 
cumulation has been going on,” so far 
as prima facie evidence indicates, 
STOCKS WHICH REACHED THEIR LOWS 
FROM APRIL | TO APRIL 20 


"42 Lows "42 Highs 
1. I. Case Apr. 17 June 8 
Corn Products Apr. 17 Jan. 9 
Mack Trucks . Apr. 17 Jan. 2 


The market, as a whole, experienced 
a fairly sharp downward trend in the 
last ten days of April, carrying the 
Dow, Jones & Co. industrial average to 
this year’s minimum point of 92.92 on 
April 28. Hence, many individual lows, 
of varied groups, could be expected in 
this period. 


STOCKS WHICH REACHED THEIR LOWS 
FROM APRIL 20 TO APRIL 30 


"42 Lows "42 Highs 
Air Reduction Apr. 28 Jan. 6 
Allied Chemical . Apr. 28 Jan. 6 
Allis-Chalmers Apr. 29 Jan. 3 
Amer. Can. Apr. 29 June 9 
Amer. Tel. & Tel. Apr. 29 Jan. 6 
Amer. Tobacco Apr. 24 Jan. 27 
Caterpillar Trac. Apr. 24 Jan. 3 
Cong.-Nairn Apr. 22 Jan. 13 
Dow Chemical Apr. 29 Jan. 3 
Freeport Sulphur Apr. 29 Jan. 3 
General Electric . Apr. 28 Jan. 5 


(continued on page 16) 
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By OLIVER F. WADSWORTH 


Dear Mr. Jones: 

Last Winter on your advice I 
purchased 100 shares of American 
Tensile Co. Since then the price 
of this stock has declined eight 
points. You know that all I have 
is the income from the fund un- 
der your care and that I must get 
as much from it as possible. Are 
my dividends going to be re- 
duced? Will the stock come 
back? Should I sell and put the 
money into some stock that will 
go up? Should I buy an annuity? 

Sincerely yours, 

(signed) ANNE VincENT Browne. 
HE above letter will ring a familiar 
note with anyone who has advised 

investors in recent years. Does the let- 
ter contain an implication that an in- 
vestment adviser is merely a financial 
adventurer, or is he really an analyst 
whose considered reasoning has not yet 
materialized into published market quo- 
tations? 

Mr. Jones has been rendering invest- 
ment advice for many years. He is not 
a trader trying to predict market move- 
ment but a judge of long-term values, 
of financial strength and demonstrated 
ability of management. His object is to 
maintain the income and princiral of 
the fund upon which Mrs. Browne is 
so dependent. His greatest satisfaction 
would be to bring about an increase in 
both the principal and the income of 
that fund. How then does Mr. Jones 


go about his task of selecting invest- 


ments when daily developments at home 
and abroad can upset the most carefully 
reasoned calculations? 

Mr. Jones bases his calculations on 
known facts and figures combined with 
estimates and assumptions of future de- 
velopments. He takes as a foundation 
his conviction that the United Nations 
will win the war, and that war will not 
last forever, and that the capitalistic 
system will survive, perhaps in a modi- 


fied form, but still survive. 


Deliberate Action 


Mr. Jones proceeds toward the se- 
lection of investments slowly and care- 
fully, for the demands of war are 
constantly changing the character of 
almost every established concern. Is the 
company dependent on war orders? Is 
its financial position becoming im- 
paired? Will its normal markets exist 
after the war? Can it finance the 
change-back from war to peace? How 
will increased taxes affect its dividends? 
These important questions must be con- 
sidered, and answered if possible. Mr. 
Jones will spend considerably more 
time on the study of comparative bal- 
ance sheets than on present income 
statements, for war earnings are no true 
measure of a company’s worth. 

Take for example a company whose 
earnings in times of peace were nom- 
inal, but now is operating full-out on 


the production of armaments. Earnings 


ANALYST 


— OF 


even after sizable deductions for taxes 
and contingencies are several times those 
of 1937. Yet the stock sells considerably 
below the average price in that year. 

A comparison of annual reports and 
balance sheets will often give an answer 
to this phenomenon. During 1941, sales 
rose from $50,000,000 to $100.000.000, 
but this required the spending of $10,- 
000,000 on new plant and equipment. 
Inventories of raw materials had to be 
increased by $15,000,000. Net earnings 
before taxes were $12,000,000 in 1941, or 
three times the 1940 figure, but there 
Was no increase in dividends. Why? 
The answer is simple arithmetic: $10,- 
000,000 capital expenditures, $15,000,000 
tied up in inventory, $8,000,000 _re- 
served for taxes and $4,000,000 paid out 
in dividends; total, $37,000,000. The 
difference between this figure and the 
earnings was borrowed from the banks, 
thus increasing the obligations ahead 


of the stock. 


Inventory Expenditures Mount 

During 1941 new orders were received 
faster than old ones could be filled and, 
as of December 31, they were double 
the sales during the year. This will re 
quire still larger expenditures for in- 
ventory. The concern would be in a 
dangerous financial position after the 
war unless an immediate peace-time use 
could be found for its inventories and 
new facilities. 

The stock of such a company will not 
satisfy Mr. Jones. He looks for other 





companies whose product will be sale- 
able in times of peace as well as war. 
Here again he must use care for pri- 
orities or rationing may curtail produc- 
tion. All these complexities make it 
increasingly apparent that good man- 
agement is essential to cope successfully 
with today’s problems. The record of 
a company during previous periods of 
stress is a valuable guide for present 
judgment. 

Since income is of primary impor- 
tance to Mrs. Browne, it has not been 
practical to place all of her funds in 
issues providing the greatest safety 
factor. Mr. Jones has included a sub- 
stantial amount of War Bonds yielding 
21, per cent. He can find many stocks 
affording a return of 8 to 10 per cent 
based on last year’s dividend payment, 
but most of these do not meet the re- 
quirements he has set up. He searches 
for corporations equipped with ample 
financial strength to meet any crisis, a 
product with a regular market, and a 
seasoned alert management. In_ the 
group which Mr. Jones finally segre- 
gates, the companies are strong finan 
cially, their past record indicates good 
management, operations may have been 
stimulated by the war but the com- 
panies are not dependent on an indefi- 
nite continuation of this type of busi- 
ness. The price of their shares is low 
in relation to past prices, and represents 
in his analysis, a conservative valuation 


of assets and normal earning power. 


A Strong Showing 


For example, the stock of one of these 
is selling for $45 per share. Dividend 
payments in 1941 amounted to $3. A 
dividend has been paid in every year 
since 1918 when the company was in- 
corporated. The average annual divi- 
dend in the twelve years since 1929 has 
been $2. The stock has sold lower than 
the present price in four out of the past 
twelve years, but substantially lower in 


only the years of deepest depression. 


6 


At the end of 1941, the net current 
assets alone were equivalent to $40 per 
share and the book value was $65. 

The company has improved its posi- 
tion in an expanding industry. In short, 
the stock is a good value, in the opinion 
of Mr. Jones. He does not know 
whether it will sell lower in the im- 
mediate future, but he is confident that 
it will sell higher when more normal 
conditions return. 


A Close Eye on Taxes 


Mr. Jones has studied various corpo- 
rate tax proposals advanced by different 
government departments, He realizes 
that many changes may occur before a 
final law is enacted but, if present pro- 
posals are adopted, he considers it un 
likely that many companies will be able 
to show an increase in earnings in 1942 
as compared with 1941. Using the pro- 
posal of the House Ways and Means 
Committee, he estimates that even a 
company whose excess profits base was 
8o per cent of its net before taxes in 
1941 would have to increase that net 
170 per cent during 1942 in order to 
have the same net after taxes. A com- 
pany with a low base, say 20 per cent 
of net before taxes in 1941, would have 
to increase its net over 300 per cent. 

Stability and dependability of income 
are of more importance to Mrs. Browne 
than daily market fluctuations. Since 
increased corporate taxes may result in 
dividend reductions, the judgment of 
Mr. Jones in this respect is of particular 
value. Will the stock selling for $45, 
which paid $3 out of earnings of $4.50, 
reduce its dividend on the basis of pro- 
posed tax laws? This company had an 
excess profits base equal to 50 per cent 
of its net before taxes in 1941 and, after 
a series of studied calculations, Mr. 
Jones estimates that, if earnings before 
taxes remain the same during 1942, the 
company will be able to report about 
$3.20 per share. 


This would still cover the $2 dividend 


but the margin would not be large. He 
then considers what would happen if, 
due to unpredictable developments, the 
net before taxes dropped to half the 
1941 figure. Since most of this decline 
would come out of excess profits the 
result would be far from disastrous, 
and his estimate comes out at $2.92 per 
share, or only slightly below last year’s 
dividends. 

So Mr. Jones decides that the stock 
will be a satisfactory investment for 
Mrs. Browne. Its dividend in 1942 
should certainly equal the twelve-year 
average of $2 per share, and on this 
basis would yield about 4 per cent, 
or considerably more than her high 
grade bonds. He is prepared to tell 
Mrs. Browne that it is reasonable to 
count on $2, and that more may be 
paid. The price might go lower, as in 
the case of American Tensile, but this 
would merely show that Mr. Jones did 
not make as good a bargain as might 
have been made. If Mrs. Browne’s list 
contains a good back-log of fixed-in- 
come issues and a group of diversified 
stocks selected to meet the above re 
quirements, her financial position should 


not be impaired during the war period. 


Constant Vigilance and Hard Work 


The investment adviser must avoid 
speculation in favor of the long-term 
trend but, at the same time, recognize 
basic changes in the economic outlook 
and the affairs of individual companies. 
It is his job to analyze such problems 
as the ultimate effect of tax proposals. 
Mrs. Browne and his other clients may 
not be able to do so. He must know 
the fundamental factors of investing 
and how to apply them. He must know 
how best to meet the individual finan- 
cial requirements of his clients. 

Success in investing demands _ in 
formed judgment and skillful applica 
tion of knowledge. That is the substance 
of it, but more is entailed . . . constant 
vigilance and hard work. 
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vernment Leader Sees Present Ex pansion 





ANY people look at govern- 

mental commitments of more 
than $7,400,000,000 for industrial plant 
facilities and wonder, “What next?” 
This figure is nearly one-fourth the to- 
tal worth of all the 869 companies with 
stock listed on the New York Stock 
Exchange, as measured by the market 
valuation of their shares. 

This is one of the principal develop- 
ments which is causing private investors 
to ponder their position. While employ- 
ment has increased widely, and wage 
and salary payments have grown, their 
dividend income has been reduced. And 
apprehension over the prospects of their 
corporations apparently has depressed 
share values. 

Most statements by public officials on 
the conditions to be expected, upon the 
successful conclusion of the war, have 
not touched upon the status of the pri- 
vate investor, But recently Milo Per- 
kins, Executive Director of the Board 
of Economic Warfare, in a commence- 
ment address at Swarthmore College, 
took up this subject. Describing idle- 
ness, be it of men or money or ma- 


chines, as the “one unforgivable sin of 


the post-war world,” Mr. Perkins said: 
“When the history of this period is 
written a couple of centuries from now, 
the present war may be treated as an 
incident of adjustment to the scientific 
realities of our times. In every civiliza- 
tion of the past, bar none, if men took 
the most that it was possible to produce 
and divided it among all who were 
alive to share it, the answer was always 
a miserable standard of living. 


Era of Machine and Test-Tube 


“Within your lifetime and mine, 
however, men have entered an era 
dominated by the machine and the test- 
tube. If we take all that can be pro- 
duced at the end of this war and divide 
it among the people who will then be 
alive to share it, we shall be within 
reach of a very good standard of living 
for the first time in all history. That 
will be the most important material 
thing that has happened to the human 
race since the discovery of fire and the 
invention of the wheel. 

“The job of the future will be to 
build up a mass consumption great 


enough to use this mass production. 


=» =» FOR BOTH GOVERNMENT 
AND PRIVATE INDUSTRY 


That will require a bold and daring use 
of long-term credits by every enlight 
ened government of the world. Gov- 
ernments must enter fields where private 
finance cannot enter without assuming 
risks that are too great to take with 
other people’s money. By that very act, 
however, the area of private investment 
will be broader and safer than it has 
been in the last two decades. . . . Of 
course there are changes ahead but this 
evolutionary progress need not destroy 
our system of private enterprise. On 
the contrary, those changes can provide 
an environment in which industrial 
capitalism can be strengthened enor 
mously.” 


A Practical Description 


Here is a practical description show- 
ing how government projects and _ pri- 
vate enterprise can live side by side. 
Mr. Perkins does not see the country 
reverting to the identical type of in- 
dustrial capitalism it had before the 
war. As he points out in another sec- 
tion of his address, better than half of 
the country’s industrial output at the 
end of the war will be going to one 
customer—the Government. This busi- 
ness will exceed $70,000,000,000 a year, 
and any attempt to cut off that purchas- 
ing power abruptly could result in 
bankruptcy. He believes that there 
must be a gradual and sensible unwind- 
ing in which government encourages 
business to regain its peace-time mar- 
kets as rapidly as it can and business 
encourages government to taper off its 


(continued on page 11) 
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OR some 


have 


time American investors 


watched the rising trend of 
stock prices in Great Britain and pon 
dered whether there is a logical basis 
tor the hope that the improvement will 
be repeated here. Prices on the London 
Exchange advanced 68 per cent between 
the time of Dunkerque and the end of 
iggt. Early this year they fell off to 
some degree, but by June 12 the Finan- 
cial News’ index of 30 industrial stocks 
had recovered to 50.4- the highe st mark 
since last January 30. 

Even such a catastrophe as the fall of 
Singapore did not produce panicky sell- 
ing, and the British investing public has 
shown that it is not inclined to throw 
shares on the market, whether there be 
an air blitz on London, a severe naval 
defeat, a retreat in the desert, or the loss 
of a strategic base. When the market 
made its war-time lows in June, 1940— 
tollowing Dunkerque—trading volume 
was the smallest of any of the preceding 
eight nonths. And the selling this 
Spring has been characterized as mainly 
cautionary marking down. 


What 


notable in the eyes of American inves 


makes the two-year advance 


tors 1S that It has occurred despite de 


creased corporate earnings 


after taxes—similar to the 


trend now being witnessed 
in this country. If the Ameri- 
can market has had difficul 
tics In a 


War-time¢ economy, 


the British market has had 


many more of them. It has 


had i contend with a 


100 
per cent tax on excess profits, 
that all 


actions be for cash only, and 


Lt restriction trans 


extensive war damage to 


United Kingdom and Em 
pire properties ot its com 
panies. 

market to 


Enabling the 


rise, in the opinion of some 
analysts, has been a certain 


amount of inflation, There 


also has been a feeling that “the worst 
is known” with respect to taxes and the 
rigors of a war-time economy. Featur- 
ing the most recent recovery has been, 
of course, improving war sentiment. 
While stocks in Britain have lost some 
of their speculative appeal, the shares of 
the war industries have acquired some 
of the features of protected-income in- 
vestments. For if a 100 per cent tax on 
excess profits has placed a ceiling over 
earnings, the greater production for the 


war has built a floor under them. 


Parallels in the United States 


Legislation now projected in the 
United States would place the corporate 
eCXcess profits tax near this saturation 
point. Analysts find other parallels:— 
If the timetable of America’s war effort 
is approximately two years later than 
that of Britain—1g41 vs. 1939—there are 
the additional similarities of an initial 
period of military reverses, disruption 
of normal industry and the later estab- 
lishment of a war-time pattern, and 
steeply increased taxes. 

How have nearly three years of war 
affected the physical operation of Brit- 
Of 


ain’s financial institutions? 
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By Gerard St. Georg 


persons employed by 617 firms of the 
London Stock Exchange before the war, 
only 4,288 remained last November. Re- 
placements numbered only 1,401, mak- 
ing the total 5,689, and only 280 of this 
total number were of military age. 
Insurance companies in Britain have 
released more than one-half of their 
total personnel for national service; the 
large banks have released 35 per cent 
of their total force, on the average, and 
one-fifth of their branch offices have 
been closed. The present manpower 
of banks, investment trusts, insurance, 
finance, discount and stock brokerage 
firms is being surveyed by a govern- 


mental committee. 
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rd St.George Walker 


As closely as can be determined from 
bargains officially “marked” (the “mark- 
ing’ —or listing—of transactions is vol- 
untary, so their number is merely an in- 
dication of total volume), business on 
the London Exchange has been run- 
ning at about 25 per cent of the nor- 
mal pre-war rate. Many hundreds of 

securities issues have been sequestered, 
including practically all of those ex- 
pressed in American dollars, and many 
of these formerly had been among the 
most active peace-time stocks on the 
Exchange. 
Partially offsetting this loss of busi- 
ness, other media competing for invest- 


ment funds—such as foreign exchange 


Members are page 


ever permitted of the London Exchange, this ay 
receive 


from the oil market to the Kaffir market. 





their mes® 


and speculative commodities—have been 
largely eliminated, so that investment 
demand centers more nearly upon the 
Exchange’s list. Neither has real estate 
generally appeared attractive. 

Loss of business directly due to air 
raids has been slight. On only one day, 
October 15, 1940, was the Exchange 
completely closed by the air blitz, The 
next day members were able to transact 
business in the settling room, under- 
neath the trading floor, and within a 
week the trading floor was again avail- 
able. The dislocation by the interrup- 
tion of telephone and telegraph com- 


munications was more serious. 


Transfer Business to Shelters 


On some other days, when air raid 
warnings were of extended duration, 
the “House” was closed throughout 
most of the session. Volunteers manned 
the office telephones, while the rest of 
the brokerage staffs took cover in shel- 
ters. The dealers in the various markets 
soon developed the habit of reporting 
to the same shelter and as the where- 
abouts of these shelters became known, 
brokers with shares to buy or sell would 


track down the dealers in the issues in 
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Mr. Gerard St. George Walker was for 
a number of years London Manager for 
a New York Stock Exchange firm and 
observed at first hand many of the con- 
ditions in London during the early days 
of the war. 





question and do business with them 
below ground. 
In of 


activity, as well as in the outlook for 


other aspects current market 
future business, the London and New 
York markets reveal some parallels so 
close that descriptions of the two almost 
could be interchanged without the dif 
ference being detected. The Economist 
(London) recently reported that after 
this war, as after 1914-1915, there very 
probably will be an expansion in the 
holding of securities into layers of the 
population who will more and more 
require skilled guidance. It is believed 
that at the same time there probably 
will be a further fall in the size of the 
average holding, and, therefore, of the 
average transaction, making for the 
smaller type of business which is the 
least. profitable. 

“There exists considerable dissatisfac- 
tion at what is regarded as 
the high cost of dealing,” 
says The Economist, “and, 
although the war emer- 

gency has been met without 

raising these costs, there is 
danger that efforts to secure 

a higher general standard 

(of service) will be wrecked 

unless economies can be ef- 

fected which will insure’ that 
the cost, in real terms, of do- 
small business is 


ing re- 


duced. One means to econ- 
omy, that of amalgamations 
among small firms, is fa 
vored by war conditions. It 
with safe- 


is also, proper 


guards, an instrument. of 


raising the broker's status.” 
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Figures for First Quarter Show Wide 
Variance in Results of Separate Industries 
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AXES cut deeply into the first- 

quarter incomes of companies hav- 
ing securities listed on the New York 
Stock Exchange. Among the 481 com- 
panies which have made their results 
public, combined net earnings after 
taxes were 14.3 per cent lower than in 
the period the year before. 

This is the first decline to be recorded 
since THe ExcHance initiated its studies 
of corporate earnings two years ago. 
Some of the groups most adversely af- 
fected, with the percentage drop in their 
net incomes, are: automobile, 50.8 per 
cent; steel, 31.9 per cent; chemical, 20.3 
per cent; food, 20.2 per cent; and build- 
ing, 15.8 per cent. 

Six industrial groups bettered their 
income position: retail merchandising 
companies increased their earnings 43.1 
per cent; the rails, 21.7 per cent; and 
petroleum companies, 19.2 per cent, 

Though the over-all result for all the 
companies surveyed was less favorable, 
nevertheless a high proportion— 405 of 
the total number of 481 companies— 
earned a_ profit. 

The largest dollar increase was in the 
rails, but this section of the list has been 
able to pass little of its earnings incre- 
ment along in common dividends. In 
1941, for example, combined net earn- 
ings of 62 listed rail companies were 


112.3 per cent higher than in 1940, but 


common dividends of the group gained 
only 12.1 per cent. 

For the common stock list as a whole, 
the decline in earnings of 14.3 per cent 
in the first three months compares with 
a decrease of only 1.4 per cent in aggre- 
gate common dividends paid. 


The wide variance in the results of 


an increase in earnings of 43.1 per cent 
to a decline of 50.8 per cent, emphasizes 
the differing experience of industry in 
war-time. Yet the correlationship be- 
tween the trend of earnings and of stock 
prices has been slight. If current in- 
fluences upon the price structure of the 
market are to be rated in the order of 
their importance, war news probably 
comes first, then political and economic 
developments emanating from Wash- 
ington, and thirdly the earnings re- 
ported by corporations. 

Less attention is given to earnings 
not merely because these other matters 
are more momentous, but because under 
today’s conditions it is next to impossible 
for corporations to compute exactly their 
interim results. The final form of the 
1942 corporate income and excess profits 
tax bills is not yet known, Then many 
of the contracts entered into with the 
Government have been subject to re- 
negotiation as costs have been lowered 
in the mass production of war materials, 





the separate groups, ranging from 
No. of No. 
Insuers Reporting 
Listed To Date 
Amusement... . . 13 8 
Automobile . . . . . 61 47 
Building < = oe 17 
Business & Office Equip. 9 7 
Chemical . . ... . 66 17 
Electrical Equipment . 15 11 
Fimance ...... 29 19 
ae S « « « & = ae 29 
Machinery & Metal . . 76 52 
Mining a ar ee 34 23 
Paper & Publishing . 25 17 
Petroleum .... . 37 27 
Ratiroad . . «ss « 53 
Retail Merchandising . 65 16 
Steel Iron & Coke . . 38 33 
THOM kw i ct BB 11 
All Public Utilities . . 47 29 
Other Companies . . . 127 35 
Bele 6 wn st to BES 481 





ESTIMATED FIRST QUARTER NET INCOMES OF 481 COMPANIES 
HAVING COMMON STOCKS LISTED ON THE 
NEW YORK STOCK EXCHANGE 


—dAssembled by Industrial Groups— 


Profit Improvement Combined Losses) 


8 3 $ 3.653.000 + 0.5% 
16 17 47,384.000 —50.8 
16 8 6.057.000 —15.8 
7 { 6,420,000 — 1.4 
7 13 55.086,000 —20.3 
11 2 18.878,000 ——12.0 
18 8 11.438,000 —13.1 
29 12 23.957.000 —20.2 
51 4 | 19.704.000 — 4.1 
22 8 17,305,000 —14.0 
16 14 11,815,000 + 2.0 
25 20 35.080,000 +19.2 
50 31 97.433,000 +21.7 
14 11 2,776,000 +43.1 
33 8 62.618,000 —31.9 
10 6 6.199.000 —14.2 
29 10 105.837.000 —10.9 
33 21 29.480.000 +13.7 
165 217 $561,120.000 —14.3% 


Per cent 
Change in 
Group Net Income 
(Ist Quarter 1942 


Group Net Income: 
ist Quarter 1942 
(Combined 
Incomes Minus 


No. No. 
Net Showing vs. 
ist Quarter 1941) 
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Common Stock, $1 Par Value 
TICKER SYMBOL: HAY 





ATTENTION is focused first of all 
upon the giant final assembly 
lines from 


which the bombers and 


fighter planes are rolling. But behind 
the final assemblies lie thousands of 
man-hours of work to produce a mili- 
tary aircraft. The coordination of the 
flow of critical materials, parts and sub- 
assemblies has reached a peak in the 
airplane building program. 

contribute to the 


Countless firms 


effort, each in its own way. Recently 
Tre Excuance had occasion to describe 
the operations of Vultee Aircraft and 
Bell Aircraft 


listed, Now it reports on Hayes Indus- 


when their stocks were 


tries, Inc., which has converted its op- 
erations from the production of exhaust 
mufflers, cooling fans and stainless steel 
mouldings for automobiles to the man- 
ufacture of aircraft wheels and brakes. 
The common stock of the company was 
listed on April 20, 

Formed in 1935, Hayes Industries 
took over the business of Automotive 


Fan and Bearing Company, of Jackson, 





Mich. 


formerly he had been the head of the 


C. B. Hayes became president; 


old Hayes Wheel Company, whose 
stock was listed on the Stock Exchange 
from 1920 until the merger with the 
Kelsey Wheel Company to form the 
Kelsey-Hayes Wheel Company in 1927. 

In normal times Hayes Industries 
supplies parts to practically all of the 
large automobile manufacturers, as well 
as to a number of aircraft companies. 
The company has been the sole source 
of cooling fans and mufflers for one 
well-known make of car, and has fur- 
nished the greater percentage of these 
requirements, as well as of panel 
mouldings, for several other models. 
It still produces cooling fans, but solely 
for military vehicles. Meanwhile, most 
of its production of aircraft parts is sold 
to the United States Government on 


prime contracts. 


Position with Respect to Patents 


While the company is licensed under 
several patents relating to brake and 
wheel construction, it says that the ma- 
jor development of its products has been 
through its own efforts and its own 


organization. 


Net sales and net income reported 
for the past five years have been as 


follows: 


Net Sales Net Income 
1937 « « « $RO79712 $ 68,483 
1938 (7 Mos.) 454,223 28,940 
Year ended 
7/31/39 1,303,620 133,123 
Year ended 
7/3140 2,612,451 376.342 
Year ended 
7/31/41 5,376,634 630,239 
6 Mos. ended 
1/31/42 4,482,947 374,573 


For the full year ending next July 31, 
the company estimates that net. sales 
will be more than double the amount 
for the preceding fiscal year. Federal 
income and excess profits taxes totaled 
$223,967 in the fiscal year ended July 31, 
1940, and $562,183 in the year closed 
July 31, 1941. Dividends at the rate 
of $0.25 quarterly have been paid since 
the Summer of 1940, 





— 
Living Space 
(continued from page 7) 
activities slowly enough to keep produc- 
tion going. 

The heavy demand for civilian goods 
in the immediate post-war period is 
expected to make it easier to accom- 
plish this transition. And, as Mr, Per- 
kins points out, if the peoples of Asia 
alone earned an extra penny a day, 
it would open up a new market of 


$4,000,000,000 a year for somebody. 


Outlook Helpful to Investors 


It is safe to say that investors, perhaps 
more than most other groups, have been 
troubled by what they believe they may 
find in the post-war period. They have 
not had encouraging precedents to go 
by, and they have resisted change—be- 
cause in recent years those changes al 
them. 
Mr. Perkins’ outlook is helpful in that, 


most invariably have harmed 


while it admits of changes in the 
future, it also sees the private investor 


flourishing under the new conditions. 


II 








CORPORATE BULWARKS 
IN A GLOBAL WAR 


ease from corporate earnings 
to offset contingencies of war-time 
are attaining a growing importance to 
investors. Such funds are additional to 
ordinary reserves to cover depreciation, 
obsolescence and the like, and an exam 
ination of industrial company reports 
reveals far-sighted preparations to cush 
ion the ultimate change-over to peace 
conditions. This year’s contingency re- 
serves of companies listed on the New 
York Stock Exchange, when added to 
those of 1941, will total hundreds of 
millions of dollars. 

... Reserves which the layman would 
hardly think of, off hand, include off- 
sets to separation allowances which may 
be paid to employes when extraordi- 
nary production recedes, and provision 
against the wear and tear on equipment 
when it is operated by less experienced 
workers. 

Tabled here are the 1941 contingency 
reserves of 16. listed companies which 
constitute an industrial cross-section. In 
order to emphasize the size of such 
reserves, IN Many Cases, contrasts are 
made with 1941 profits. The profits are 
those reported after all costs, taxes, in- 
tcrest payments, if any, and all reserves 
both ordinary and contingent, are ac 
counted for. 

Individual reservations to offset th 
unusual conditions of a war period arc 
seen to be substantial. If a stockholde: 


may hold that reserves seem so large as 


12 


to interfere unduly with dividends, the 
answer is that a corporate management's 
responsibility 1S, first, to protect the 
stockholder’s investment. 

In pursuit of this aim, with an eye 
on after-war uncertainties, United Air- 
craft, as an example, set up a $10,000,000 
contingency reserve last year. Half of 
this amount was charged against the 
1g41 earnings and half against surplus. 
If the reserve is measured against the 
year’s operations, however, it is seen 
that the special draft upon earnings 
equalled nearly 50 per cent of the net 
profit before provision for the reserve. 

American Radiator & Standard Sani- 


tary’s reserve for con- 


reserve is found in the case of Standard 
Brands, a food distributor. The com- 
pany indicates that of the $13,000,000 
increase in domestic inventories for the 
year, it is estimated that about $8,000,000 
was due to the rise in prices of mate 
rials and finished goods. The reserve 
was taken in recognition of possible 
future inventory losses. With this com- 
pany’s procedure as a guide, it will be 
seen that there are many indirect effects 
of the war effort where future uncer- 


tainties are to be anticipated. 


Problems to be Faced 


Undoubtedly those companies which 
are completely engaged in the war ef 
fort will be faced with problems during 
the post-war adjustment period and the 
reasons for reserves at this time are ap- 
parent. Others, whose operations have 
assumed an international character with 
foreign subsidiaries and branches, are 
similarly affected. Companies in the 
domestic field and whose type of busi 
ness is only secondarily affected by the 
war effort may have many other prob 
lems due to scarcity of raw materials, 


the use of substitutes, increases in prices, 


(continued on page 16) 





tingencies equalled ap- 
proximately 40 per cent 
of such profits. Johns 
Manville set aside a 
reserve equal to 19 per 
Roller 


Bearing figures its nec- 


cent, Timken 
essary reserve ata total 
equal to g per cent of 
Standard 


countered a 


profit, and Lockheed 


Brands 


preciation by reserving 
an amount equal to 51 
per cent of the year’s 
profit before deducting 
the reserve. 


Reserve 
was set a 


A notable point about 





so large a contungency 


CONTRAST OF RESERVES AND PROFITS 


Amer. Rad. & Std. San . 
Amer. Woolen 
Curtiss-Wright 

Gaylord Container... 
General Motors . . . . .1 
Int. Business Mach. 
Johns-Manville 
Aircraft. 
Nat. Dairy Produets . 
Sperry Corp. 

possible inventory de S. S. Kresge . : 
Stand. Oil of N. J. 
Standard Brands , 
Timken Roller Bearing 
United Aircraft . 

United States Steel 


*In 1940 $3.000.000 was reserved similarly. 
+In 19140 815.000.000 was reserved similarly. 





Profit After 
Costs, Taxes 
And Reserves 
$4.635.920 
6.943.886 
25.71 7.018 
1.349.124 
201,750.205 
9.844.633 
5.967.144 
6.608.621 
12.334.734 
8.281.510 
9.448.122 
140.572.419 
3,759,142 
9.476.838 
11.721.380 
116.171.075 


Reserv es 
For War 
Contingencies 


. $2.977.870* 
2.000.000 
7.230.000 

100.000 

598.6447 

500.000 
1.159.88° 
3.500.000 
3.600.000 

999.633 
1.030.387 

. 30,000,000 * * 
1.000.000 
1.000.000 

. 10.000,000 

. 25.000.000 


> 


foreign investments; in 1940 $75,000,000 
ame purpose. 
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SMALL 


(As told to a member of 
Tue Excuance staff) 

HE Stock Exchange firm partner 
who handled my business used to 
telephone me a couple of times a day 
about market conditions. He kept me 
closely informed in regard to business 
stutistics—earnings, orders on the books, 
dividend declarations, and so on; and 
he passed along considerable market 
gossip which can be important to a 
trader. His service was thorough and 

valuable to me. It was appreciated. 
Parenthetically, dealings in stocks con- 
stituted a sideline business for me. My 
account usually amounted to $25,000, 
and sometimes it was considerably 
more. I considered the money as busi- 
ness capital, risked just the same as my 
other capital was risked in the specula- 
tive-building construction field. I never 
had a margin call in my life, so my 
transactions were well protected. I 

traded fairly actively and profitably. 

»« 

The period I am referring to when 
my broker's service exactly suited the 
situation around the 


extended from 


Autumn of 1g1g to the end of 1927. 
Those were years of active markets, if 
you recall them. Business was on the 
upgrade. I would take a loss now and 
then, but, believe me, I never found 
speculation in securities during those 
years any tougher than figuring on 
contracts in my own “trade.” 

In 1928 a couple of big jobs came 
my way. More capital was needed and 
I took it out of the brokerage account. 
Next year I got even deeper into build- 
ing and the account was closed out. I 


had neither the time nor the extra cap- 


ment ce | 


Comcevest Cumt. si! 








tirceeceete 





ital for trading—and then with 1930 
. well, there’s no need to rehash the 
To be brief, I did 


no trading in stocks, hardly thought 


depression years. 


about it for ten years, in fact, although 
my broker kept up the contact by occa- 
sional market letters. 

» « 

Now I am receptive again to infor- 
mation about securities—have been that 
way since "39, when my capital situa- 
tion was brought back to normal by 
several good contracts. The way I am 
sitting, building construction is “out” 
for the duration. I have capital but 
can’t use it like I used to. I can’t use 
it in securities as I used to, either, at 
least for the time being. Not with the 
same intent as in 1927. 

Such business sense as I possess, plus 
securities market history of recent years, 
persuades me that trading, as I formerly 
carried it on, simply is not in the book 
right now. I know it, but my broker 
doesn’t seem to know it. I have dropped 
in at his office frequently these last few 
months. He calls me on the phone with 
information and ideas. They are the 
same ideas and the same kind of in- 
formation that he supplied more than 
ten years ago. What I mean is that he 
still is thinking mostly in terms of 


short-term transactions—intended — for 
the active trader which I used to be. 


Now, don’t think for a moment that 


ex) CHANGE 


I believe trading for capital gains has 
become an economic dead issue, as a 
result of the war, or law or changed 
American habits. I see it merely sus- 
pended for an interval. I expect to add 
to my capital by trading, in due course. 
I'll go so far as to predict that the Stock 
Exchange will see its facilities employed 
again for the very active exercise of spec- 
ulative enterprise. But until the time is 
right for anticipating the great part 
which our industry will be. called upon 
to take in replacing world-wide goods’ 
shortages, in reconstruction work and in 
applying capital to new invention, cap- 
ital needs to be conserved by careful 
investment, 

That is no mean task these days. It 
demands a kind of reasoning which is 
calculations fitted to 


different from 


trading. Of course, the owner of cap- 
ital can keep it in a bank, but a busi- 
ness man likes to feel that he is capable 
of managing his money for himself. 
During the depression he had the am- 
bition to turn his ordinary capital over 
rapidly with large profits pretty well 
beaten out of him, He has to be con- 
tent with a smaller return on all his 
funds. He wants to protect his money, 
first, but he wants to do it in a way 
which keeps him prepared to benefit 
when capital appreciation is made .pos- 
sible by improved general business. 
»> « 

Stocks are what he wants to keep his 
capital in. But not stocks bought with 
the freedom with which he traded in 
boom times. My broker hasn’t grasped 
that fact in relationship to the business 
him. He 


I would like to do with 


(continued on page 14) 








MORE COMPANIES 
REDUCE 
ARREARAGES 
ON THEIR 
PREFERRED 


STOCKS 
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HE more substantial earnings of 

recent years are enabling companies 
with arrearages on their preferred stocks 
to clear up their dividend accumulations 
at a record rate. One of the largest dis 
tributions of this kind in some time oc 
curred recently when Cuban-American 


Sugar Co. declared a dividend of $51.75 





a share on its 7 per cent preferred stock, 
clearing up arrears of $50 and including 
the regular dividend of $1.75. 

At the beginning of 1941, a total of 


116 listed preferred issues Were 1n 


arrears in the agyeregate amount of 
$1,099,830,000.. This has since been re- 
duced to g4 issues with dividend accu- 
mulations of $995,277,000. 

In the intervening period, 16 preferred 
stocks paid off their entire accumula 
tions, arrearages of six other issues were 
eliminated through reorganizations or 
by exchange offers of stock, and ten 
companies made payments substantially 
reducing their back dividends. 

At times in the past, preferred stocks 
have been more or less neglected as in- 
vestors have regarded them as a some- 
what unnecessary hybrid—combining 
some common stock characteristics with 
a few of the features of bonds—without 
possessing any special merits of their 
own. But lately a wider interest has 
been shown in this class of security as 
it has come to be recognized that pre 
ferred stocks frequently provide more 
income than is offered by bonds of re- 


lated quality, without entailing the de 





DATA ON 


American Locomotive Co. 

7% Cumulative Pfd. 
American Woolen Co. 

7% Cumulative Pfd. 
Armour & Co. (Illinois) 

$6 Cumulative Conv. Pr. 
Edward G. Budd Mfg. Co. 

7 Cumulative Pfd. 
A. M. Byers Co. 


‘ 


7 Cumulative Ptd. 


General Cable Corp. 
7 Cumulative Pid. 
General Steel Castings Corp. 
$6 Cumulative Pfd. 


$6.50 Conv. Cumulative Pfad. 
Phillips-Jones Corp. 

7c Cumulative Pid. 
Pittsburgh Steel Co. 

Pr. Pf. Ist Ser. 544 

Class A 5% Pfd.. 
The United States Leather Co. 

7 Cumulative Pr. Pid. . 


Conv. 





Minneapolis-Moline Power Implement Co. 


1941 
Earnings Approximate Recent 
Per Share \rrearages Price 
$15.99 $42.75 S66") 
19.8 74.50 56 
21.30 21.00 51 
17.81 80.50 19 
24.53 12.25 77 
26.25 92.50) 15 
32.66 60.00 551, 
21.04 39.25 59 
560.47 28.00 65 
58.16 19.25 61 
35.52 25.00 21° 
34.80 20.25 114 


Vo recommendation of or solicitation of an order to buy or sell any of these securities is 
hereby intended, this list being merely illustrative of the accompanying text. 








gree of risk involved in common stocks. 

Sections of the preferred list have 
featured some of the selective markets 
experienced in recent years, and the rea- 
sons are readily apparent when the cir- 
cumstances surrounding some specific 
issues are reviewed. 

Presented in the table below are rele 
vant statistics on a number of preferred 
offered 


merely for the benefit of those who de- 


stocks. This information is 
sire to keep informed of general market 
events, and is not in any way a recom 


mendation of these particular securities. 


Small (EX )C hange 


(continued from page 13) 





sends me a lot of good information, but 
in his service I can feel an implication 
that he feels that I am hoping for a 
nearby profit. What I am really looking 
for are the essential facts that should 
bring capital gains over a long pull, with 
statistical reasons why a purchase at 
current prices should be rated as a rea- 
sonably priced investment. 

Transient price fluctuations do not 
interest me these days, for I am not deal 
ing in price changes as I used to do. 
But my broker continues to stress the 
quotations of today compared with those 
of yesterday and last week. I am not 
especially concerned about dividends, or 
any particular dividend. Dividends are 
affected by too many influences in a 
time like the present, when war pro 
duction counts above all. 

* * * 

No, the information about corpora- 
tions and their stocks which is pinned 
down to current developments or pro- 
spective events of the near future, 1s 
Not for me. 


an underlying economic slant 


not sufficient any more. 
I want 
on the real worth of corporations, not 
for today or tomorrow but for a long 
time ahead. My broker could supply 
me with precisely the material I want 

if he would only realize that | 


am—temporarily—no longer a trader. 





































HE selectivity of stock price move- 
ments has been notable since war be- 
gan in 1939. As interest re-awakens in 
the so-called “peace” stocks, in contrast 
to the shares associated with war indus- 
tries, it becomes appropriate to review 
the price experience of some of the in- 
dustrial groups. If “peace” shares are to 
be acquired, what is the base of their 
present price structure? Have any of 
the “war” shares improved in value over 
the past few years, or has any uptrend 
been as non-existent as the course of the 
stock price averages has indicated ? 
Average share prices in nine of the 
industries represented on the New York 
Stock Exchange are shown on the ac- 
companying charts. Major market 
movements were followed by all of the 
groups—but to varying degrees—while 
the minor trends sometimes were en- 
tirely diverse. 
Share values in the petroleum indus- 


try improved almost steadily from June, 


1940, to August, 1941. Meanwhile, shares , 


of the machinery and metal products 
industries declined in value between 
November, 1940, and June, 1941. Steel 
shares reached a recovery peak at the 


end of 1940, a time when share values 


|| 


in several of the other industries were 
declining. 

The heaviness of aviation shares since 
the Autumn of 1941 is shown, as is the 
drop in rubber share values following 
Pearl Harbor. In the market decline in 
the early part of this year a few groups 
managed to hold above their 1940 lows, 
notably shipbuilding and operating and 


the rails. And the recent recovery of the 
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motor and rubber shares has been 
marked. 

The charts record the continuing con- 
test between war-time psychology and 
individual industry outlook in the set 
ting of share prices. For the industries 
selected for purposes of illustration in 
connection with this article, a basis is 


provided for estimating the current rel 


ative position of share values. 








Corporate Bulwarks in a Global War 


(continued from page 12) 


and other changes necessitated by the 
nation’s tremendous war effort. 

Price increases may have a consider- 
able effect on earnings, depending upon 
the method of computing the cost of 
goods sold. The company using the 
“last. in-first. out” method, commonly 
known as “lifo,” may have its earnings 
atfected only to a small degree by 
changes in price level, as compared with 
a company using the “first in-first out” 
method, where a considerable increase 
in the dollar value of inventories may 
have taken place without a correspond- 
ing increase in the quantity of inven- 
tories, resulting in increased earnings. 

It is in the latter case that an appro- 
priation for a reserve for possible future 
inventory losses would be indicated. 
There are other inventory methods, 
such as average cost, standard cost and 
normal stock, which give varying de- 
grees of protection from changes in the 
price level, but where in certain in- 
stances a reserve will be set up. The 
method followed by the company may 
be a determining factor as to whether 
any reserve is necessary and the extent 
of the reserve. 

Items of Possible Expense 

Safeguards against the unseen take 
into serious account factors which would 
receive less attention in peace times. 
Among them, as presented in a bulletin 
issued by the Committee on Account- 


ing Procedure of the American In- 


stitute of Accountants, are: 


Repairs and maintenance deferred 
as a result of pressure for war pro- 
duction; 


Losses which may be sustained in 
the disposal of inventories not neces- 
sarily applicable to war production, 
due to decline in the price level, which, 
on the basis of past experience, usu- 
ally follows a pronounced rise of 


prices; 


16 


Amortization of the cost of 


rear- 
rangement and alteration of existing 


facilities which will probably be re- 


arranged in the post-war period; 
Decline in the useful value of plant 

and equipment due to excess capacity 

resulting from war construction. 


All in all, the forces which make re- 
serves for contingencies necessary are a 
serious problem to corporate manage- 
ment... and supply holders of securi- 
ties with reasons for close study iN se- 
lecting investments. 

What of reserves for contingencies 
from 1942 earnings? In the light of last 
year’s experience, heavy allowances can 
be expected. But corporate reports for 


the first 1942 quarter afforded slight 


bases for forecasts. Several did not deal 
with reservations in this category at all. 
Inquiry among industrial companies, 
especially those with large war orders, 
indicates that many will not attempt to 
reserve exact sums from earnings until 


the full year’s results are computed. 


Exchange Recommends Disclosure 

The New York Stock Exchange, rec 
ognizing that reserves on account of 
inventories would to a great extent be 
determined upon the method of com 
puting the cost of goods sold, recom- 
mended that the method followed by 
the company be disclosed in each com 
pany’s 1941 report to stockholders. Such 
action affords securities holders a better 
understanding of the effect of price 
changes upon earnings during the pe- 
riod, and their relationship to possible 


War reserves. 





Long-term Buying 
(continued from page 4) 


Others to establish their 1942 mini- 
mum quotations during the last days of 
April included Inland Steel, Interna- 
tional Harvester, International Nickel, 
Ward, National Lead, 
Pullman, R. J. Reynolds, Standard Oil 
of N. J., Texas Company and Westing- 


Montgomery 


house. 

Viewing those stocks of the selected 
fifty which have scored their 1942 
minimum prices more recently 
chiefly during late May when the peace 
rumors arose... some significant names 
appear. 

STOCKS WHICH REACHED THEIR LOWS 
AFTER FIRST-HALF OF MAY 


"42 Lows 42 Highs 
Amer. Car & F’dy. May 20 lan. 2 
Anaconda Copper May 20 Jan. 14 
Beth. Steel . May 25 Jan. 2 
Boeing Aircraft May 20 Jan. 6 
Douglas Aircratt May 21 Jan. 6 
du Pont . May 20 Jan. 2 


No. American Av. 
United Aircraft 
U.S. Steel . 


May 21 Jan. 6 
June 4 Jan. 6 
May 20 Jan. 3 


The foregoing are certainly well 
qualified to bear the label of “war 
babies,” were the name again current 
in World War II, and they could be 
expected to be sensitive to peace talk, 
as were those that existed in 1918—also 
at times in 1916 when Austria, one of 
the weaker members of the Central 
Powers threatened to crack. 

It is interesting to trace stock market 
events during the earlier conflict, al- 
though no parallel with the present is 
strictly admissible. The Dow, Jones in- 
dustrial average (the index was then 
based on 20 stocks instead of the 30 now 
employed) recorded its maximum for 
1917 of gg.18 in January. Three months 
later the United States entered the war. 
The 65.95 


reached in December. It was registered 


minimum price of was 
on December 19, but by the month end 
the index had recovered to 74.38. 
During January, 1918, the average 
dipped below 74.38 on only three days, 
and ended the month at 79.80. In 
March and April it did not recede at 


any time to a point as low as 75, despite 


Germany’s final desperate onslaught in 
the \Vest which drove deep salients into 
the Allied lines, 

By, August 28, when the issue became 
less in doubt, the average made a top 


for the month of 83.18, reaching there- 


after up to $g.o7 on October 18, a figure 
which proved to be the maximum for 
QI. 


' 
Yet 


which sustained the index throughout 


it was the “peace stock” group 


that critical year, The “war babies” sold 
off to new lows late in the period, The 


transfer of speculative and investment 


funds away from them and into the 
“peace” group was noticeable straight 
along. This process often ran counter 
to news of military operations. It will 
be recalled that in October ... with the 
Armistice just over the horizon as we 
now know ... shipping losses were so 
large that the Allied naval commanders 


became decidedly pessimistic. 
Signs of a Pattern 
c 


Returning to the present, it is obvious 
that any study of average, or individual, 


price movements is too much subject to 


the see-saw of war developments to stay 
“put.” Current prices remain too close 
to the lows for confident assumptions to 
be based upon past records. 

Sull, something of a pattern appears 
to be discernible, suggesting that fore 
sighted purchases of prominent equities 
have been making their presence felt 
in the market . . . buying which looks 
beyond immediate earnings, dividends 
and taxes to a better time to come. 


Vention ft Se rities in the 
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MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 








MONTH END DATA 
. Shares Listed s 
. Share Issues Listed . . . . 
. Par Value of Bonds Listed . 
. Bond Issues Listed . . . 


SceoMmnanr wh = 


eet eet 
mewn = 


— 
naw 


i. 


18. 
19, 
20. 


21. 
22. 
23. 


24. 


Note: Items 13. 14, 18. 19. 


. Shares: 
. Bonds: Market Value — Par Value . 
. Stock Price Index 
. Shares in Short Interest . . . . . 
4. Member Borrowings ... . 


. N. Y. S. E. Members’ Branch Offices . 
. Total Non-Member Correspondent Offices 


. Total Stock and/or Bond Issuers 

. Market Value of Listed Shares . . . 
. Market Value of Listed Bonds .. . 
. Market Value of All Listed Securities 
. Flat Average Price 


All Share Issues 
Market Value 


Shares Listed 


(12/31/24=100) . 


Per Cent of Market Value of Listed 


DATA FOR FULL MONTH 
Reported Share Volume ..... . 
Daily Average (Incl. Saturdays) 
Daily Average (Excl. Saturdays) . 
Ratio to Listed Shares . ai ie te 
Total Share Volume (Incl. Odd Lots) 
Money Value of Total Share Sales . . 
Reported Bond Volume (Par Value) 
Daily Average (Incl. Saturdays) . 
Daily Average (Excl. Saturdays) . 
Ratio to Par Value of Listed Bonds 
Total Bond Volume (Par Value) . 
Money Value of Total Bond Sales 
N. Y. S. E. Memberships Transferred 
BROIAGM TRIG 2 4 2s st we RS 
Stock Clearing Corporation: 


Average Price of Settled Shares . 


second full preceding business day. 


MAY 
(Mil.) 1.4169 
. (No) L242 
. (Mil. S$) 61.956 
(No.) 1.166 
(No.) 1.214 
(Mil. $) 32.914 
(Mil. $) 59.257 
(Mil. S) 92.171 
(S) 33.84 
(S$) 27.10 
(Ss) 95.04 
(%) 11.6 
(Thou.) 534 
oe (Mil. $) 324 
Shares (%) 0.09 
; (No.) 790 
(No.) 2.056 
(Thou.) 7.229 
(Thou.) 289 
(Thou.) 315 
(%) 0.19 
(Thou.) 

(Thou. $) 

(Thou. $) 159.658 


(Thou. $) 6.266 
(Thou. $) 6.87 
(%) 296 
(Thou. $) 

(Thou. $) 

(No.) 9 
(3) 18.333 
(Ss) 19.9 


21, 22 and 24 are as of ledgers which normally 


reflect: transactions 


1942 1941 

APRIL MARCH MAY 
1.169 1.469 1.463 
1.241 1.238 1.234 
60.572 60.579 55.53 4 
1.163 1.166 1.283 
1293 1.213 1.279 
s1.449 32.844 37.815 
57.921 58.140 ae YA 
89.373 90.985 90.137 
33.55 31.52 36.80 
21.41 22.36 25.84 
95.03 95.97 94.22 
12.6 14.5 51.5 
531 514 197 
335 350 153 
107 1.01 1.20 
309 832 898 
2.687 2.718 3.147 
7.539 8.588 9.667 
04 330 372 
30 357 114 
0.52 0.59 0.66 
10.079 12.175 13.191 
226.187 237.785 323.885 
174.011 263.055 169.272 
6.969 10.117 6.510 
7.662 11.008 7.229 
287 AS 304 
36.165 286.211 196.932 
86.029 121.066 100.577 
HH 5 9 
19.857 18.666 22.625 
13.7 19.8 21.3 


up to the close of the 
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